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The universal service funds must be kept to a manageable

size in order to maintain a viable support mechanism and to avoid

detrimental pricing distortions. Thus, as recommended by numer

ous commenting parties, the Commission should decline to author

ize universal service funding for inside wire, customer premise

equipment, and Internet access for schools and libraries; for

anything other than "necessary" telecommunications services -

which do not include general network upgrades -- for rural health

care providers; and for single line business lines. While sprint

is sympathetic to the comments of the many schools, libraries,

rural health care providers and consumer advocates which touted

the benefits of access to advanced telecommunications services,

it would be inappropriate and fiscally imprudent for the

Commission to implement universal service mechanisms which go

beyond the limits prescribed by the Act.

Several parties have proposed two measures which are incon

sistent with and inimical to a competitive marketplace: US

West's plan to have ILECs reimbursed up-front for their high cost

investment; and the proposal by six BOCs and GTE to use embedded

costs rather than forward-looking economic costs to determine the

amount of high cost support they are entitled to receive. These

proposals will prevent the development of local service competi

tion and provide no incentive for an ILEC to operate efficiently.

In order to meet the statutory mandate that universal serv

ice subsidies be explicit, the Commission should adopt three

measures: an end user surcharge to recover universal service
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carrier contributions; increase, or at least not decrease, sub

scriber line charges to eliminate the economically irrational

usage-sensitive CCLC; and a national average revenue benchmark

based on basic local service, including subscriber line charges

but excluding discretionary service revenues. These measures

will help to make explicit the cost of implementing a universal

service policy, will shift costs to the cost causer, and will

avoid perpetuating implicit subsidization of basic local service

with revenues from discretionary services.

carriers' contributions to the universal service funds

should be based upon total interstate and intrastate revenues.

Total revenues provide a broader basis on which to assess a sur

charge, resulting in a lower surcharge (and thus less of a

decrease in demand) than if a smaller revenue base is used. Use

of total revenues is allowed by the Act and allows for ease of

administration in computing each carrier's contribution. A few

LECs and state PUCs assert that interstate-only revenues must be

the contribution basis for any federal universal service fund

because the Commission lacks jurisdiction over intrastate reve

nues. However, the statute is not explicit as to the contribu

tion base to be used, and, given the other pUblic interest bene

fits associated with using total revenues, the Commission should

adopt total revenues as the contribution base.

Finally, the Commission should clarify which entities are

eligible to receive universal service support. ILECs should not

receive support for unbundled network elements, since such ele

ments are to be priced at cost; however, ILECs are entitled to
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support for resold services. In addition, the Commission should

reject Time Warner's proposal that high cost support be withheld

from price cap LEes. Those price cap LECs which are still sub

ject to state requirements requiring them to keep local service

rates to consumers in high cost areas below cost are entitled to

high cost universal service support.
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of )
)

Federal-State Joint Board on )
Universal Service )

CC Docket No. 96-45

REPLY COMMENTS

Sprint Corporation, on behalf of Sprint communications Com-

pany, L.P. and the Sprint local telephone companies, hereby

respectfully submits its Reply to comments filed on December 19,

1996, regarding the Recommended Decision of the Federal-State

Joint Board on Universal Service. There is widespread recogni-

tion of the need to keep the universal service support fund size

to manageable levels, of the importance of competitive neutrality

in the implementation of universal service support mechanisms,

and of the statutory mandate to make subsidies explicit. On the

other hand, there is considerable disagreement over the extent to

which high cost universal service support should be assured given

the emergence of competition in the local and access markets.

Each of these is discussed below.

I. THE UIIIVERSAL SERVICE SUPPORT FUHDS MUST BE KEPT TO A
REASONABLE, MANAGEABLE SIZE.

There is widespread agreement that the universal service

funds for low income consumers, high cost LECs, schools and

libraries, and rural health care providers must be kept to rea-

sonable levels in order to maintain a viable support mechanism

and to avoid detrimental pricing distortions. Subsidies will

Ultimately be borne by consumers; excessive subsidies will result



in a decrease in demand for telecommunications services priced

above cost and an erosion of pUblic support for the subsidy

mechanism. As the Illinois Commerce Commission stated (p. 6),

the costs of "open ended funding obligations on telecommunica-

tions providers and their end users •.. could far outweigh the

incremental benefits to end users."

Commenting parties offered numerous recommendations to keep

the universal service funds to a manageable size. As discussed

below, Sprint believes that most of the recommendations made to

keep the support funds from ballooning out of control are reason-

able and should be adopted.

A. Schools and Libraries.

Numerous commenting parties recommended that inside wire

(ISW), customer premises equipment (CPE), and Internet services

for schools and libraries not be SUbject to universal service

support.~ These parties correctly pointed out that ISW, CPE,

and Internet services are not telecommunications services and

thus are not eligible for discounts under Section 254(h)(1)(B),

and that providing discounts for these non-telecommunications

services will drastically increase the school/library SUbsidy.

Sprint is sympathetic to the comments of the many schools

and libraries which touted the benefits of access to advanced

~ See, e.g., Sprint, p. 11; AT&T, p. 14; MCl, p. 17; ALTS, p. 16;
Ad Hoc, p. 31; Ameritech, p. 18; Bell Atlantic, p. 21; BellSouth,
p. 19; Nynex, p. 37; Pacific, p. 37; SBC, p. 43; USTA, p. 34;
SNET, p. 7; CBT, p. 13; Illinois Commerce commission, p. 8;
Vermont Public Service Board, p. 16; Worldcom, p. 28; GTE, p. 89.
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telecommunications services. However, it is not necessary or

appropriate to finance equipment and inside wiring for schools

and libraries through the universal service support mechanism, or

to expand the educational subsidy beyond the elementary and sec-

ondary school level. 2 The PUC of Ohio, for example, noted (p.

14) that the state of Ohio has appropriated funds to wire all K-

12 pUblic school classrooms and for computers for students in

grades K-4, and that LECs had funded distance learning pro-

grams. 3 As sprint stated (p. 13), sources of funding such as

these "reflect deliberate choices on the part of taxpayers and

citizens as to the allocation of social resources and are prefer-

able to an indirect assessment imposed by a regulatory body with

no taxation authority." If the school and library fund is to be

kept to a manageable size, funding must be limited to those enti-

ties and to those services mandated in the Act.

B. Rural Health Care Providers.

Many carriers urged the Commission to interpret the rural

health care provisions of the Act conservatively and to limit

support only to necessary telecommunications services. 4 Several

2 See, e.g., R. Reich, U.S. Department of Labor, urging universal
service assistance for community colleges.

3 See also, State of South Carolina, p. 2 (state governmental
bodies have teamed with telecommunications and computer
volunteers to provide Internet access to schools and libraries);
Vermont Public Service Board, p. 16 (volunteers have wired many
schools and libraries); Time Warner communications, p. 32.

4 See, e.g., Sprint, p. 21; AT&T, p. 25; Ameritech, p. 24; Bell
Atlantic, p. 19; BellSouth, p. 40; Pacific, p. 54; US West, p.
49; USTA, p. 39; Worldcom, p. 33.
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of these parties pointed out that Section 254 is not a mandate

for subsidized general network upgrades in rural areas, and that

this section requires that rural health care providers be offered

equivalent rates, not equal charges (id.). Sprint supports these

recommendations and believes they are a reasonable interpretation

of Section 254 of the Act.

As was the case with schools and libraries, many rural

health care providers filed comments urging the Commission to

adopt an expansive interpretation of the Act and to require uni

versal service support for a broad array of telecommunications

services. The Commission should resist such appeals. The Act

mandates support for necessary services, not desirable or conven

ient or state of the art services. If the combined universal

service funds are to be kept to manageable levels, the Commission

must be realistic as to what services can be supported without

bankrupting the system and without overstepping the bounds set

forth in the Act. Moreover, services necessary for rural health

care providers are available using facilities below 1.544 mbps.

Thus, there is no reason for the Commission to mandate particular

services but should instead allow carriers some flexibility in

meeting the telecommunications needs of rural health care provid

ers (US West, p. 49).

C. Low Incoae and High Cost Consumers.

It would seem obvious that universal service support should

be carefully targeted to those who have a genuine need for such

support. Several parties have pointed out that the Joint Board

has recommended federal support to certain consumers whose need
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for such support is not justified by the record. For example,

there is no reason to believe that single line business customers

need high cost support in order to afford basic telephone serv-

• 5
~ce. providing additional federal support for subscribers who

do not need such support does not promote universal service and

only increases the subsidy burden borne by other ratepayers.

Although they expressed support for the Joint Board's theory

that residential consumers should receive support only for their

primary telephone line, several LECs pointed out the practical

difficulties associated with identifying secondary lines, such as

billing systems which cannot sort by billing address, multi-fam-

ily dwellings, and households which obtain basic telephone serv-

ice from multiple vendors. 6 These are legitimate considera-

tions. However, given the tremendous increase in single family

households with multiple telephone lines (for children, computer

modems, fax lines, etc. -- all of which may reasonably be viewed

as discretionary service applications for which universal service

support is unwarranted), providing high cost support for all

residential and single line business lines could cause the USF to

increase significantly. The Commission should consider all rea-

sonable means -- inclUding customer certification -- to identify

residential consumers' primary lines for determining eligibility

for high cost support. There is also considerable merit to sug-

5 See, e.g., Sprint, p. 14; MCI, p. 13; ALTS, p. 5; Ameritech, p.
7; LCI, p. 5.

6 See, e.g., Pacific, p. 19; SBC, p. 37; US West, p. 25; USTA, p.
30; GTE, p. 79.
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gestions that LECs be given additional flexibility in pricing

second, discretionary, lines at cost so that no universal service

sUbsidy would be needed for such lines.

Several parties also recommended that the Commission not

adopt the Joint Board's recommended prohibition on disconnection

of local service for non-payment of toll, or, if such recommenda-

tion is adopted, that it be limited to those Lifeline customers

who voluntarily subscribe to toll blocking service.? Since

there is no clear correlation between a no-disconnect policy and

subscribership rates, the disconnect prohibition does not neces-

sarily promote universal service. However, it is clear that

adoption of the Joint Board's recommendation here would signifi-

cantly increase uncollectibles for toll carriers.

Although Sprint generally supports recommendations to keep

the universal service funds to a manageable size, we do not agree

with several parties which stated that increasing federal life-

line assistance to $7.00 per line per month is not necessary

given existing adequate state support. B Current levels of fed-

eral support may be sufficient at existing local rate levels.

However, if the Commission and the states allow basic local serv-

ice rates to move closer to cost as part of the rate rebalanc-

ing/access reform/USF effort, it will probably be necessary to

? See, e.g., Sprint, p. 18; Ameritech, p. 14; Bell Atlantic, p.
18; Pacific, p. 31; SBC, p. 8; USTA, p. 33; GTE, p. 86.

B See, e.g., BellSouth, p. 18; Nynex, p. 6; AT&T, p. 14; People
of the State of California, p. 11; New York DPS, p. 14.
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increase the level of support to low income consumers to ensure

that they are not priced off the network.

II. THE DOCs HAVE PROPOSED MEASURES WHICH ARE INCONSISTEMT
WITH AMD INIMICAL TO A COMPETITIVE MARKETPLACE.

Although each of the BOCs paid lip service to the notion of

competitive neutrality, all of them have presented universal

service proposals which, if adopted, would effectively insulate

them against competitive pressures from would-be entrants in the

local and access markets. Two proposals in particular stand out:

US West's plan to have ILECs reimbursed up-front for high cost

investment; and six BOCs' and GTE's proposal to use embedded

costs rather than forward-looking economic costs to determine the

amount of high cost support they are entitled to receive. Both

of these proposals are obviously anti-competitive and should be

rejected outright.

A. US West's Proposed Up-Front Universal support Payaents
Must Be Rejected..

US West asserted (p. 4) that it "can no longer support a

high-cost USF distribution model that requires carrier investment

up-front, but provides for recovery of that investment through

monthly paYments -- with free end-user choice to 'leave' the pro-

viding carrier at will." Because such a model does not assure a

carrier of recovery of the full cost of construction of universal

service facilities, US West proposed (p. 11) that "new high-cost

construction be financed by the USF via an up-front paYment to

cover the difference between the investment actually made by the

carrier and the universal service investment component (~, the

monthly universal service support amount over the depreciable

7



life of the asset)," and that existing high cost facilities,

adjusted for depreciation already recorded, should also be sub

ject to these up-front payments (p. 14). US West further stated

that "a second carrier should not be able to obtain universal

service support for a duplicative facility. The Commission must

recognize that governmental funding of universal service may not

always be completely consistent with maximization of competition"

(p. 13).

US West's proposal is blatantly anti-competitive and should

be rejected. As US West itself acknowledged, it would be impos

sible for a competitor to succeed if it is denied any high cost

support for its "duplicative facility," while the first-in car

rier (almost invariably the ILEC) is assured of up-front, com

plete reimbursement for its high cost construction. The proposal

is doubly pernicious because funding for these up-front payments

would be provided by potential competitors (other telecommunica

tions carriers).

US West's proposal reflects a hostility towards competition

and a demand for the safety of its investment which would have

been excessive even in the days when a monopoly in the local

exchange was the sanctioned norm. It is well established that

carriers must be provided with a reasonable opportunity to

recover their costs: but, nowhere in law or regulatory policy is

it written that a carrier is entitled to up-front, risk-free

financing of its high cost construction. Indeed, such a policy

would be contrary to one of the basic tenets of a capitalist

economy. Besides being anti-competitive, US West's proposal is

8



prohibitively expensive and removes any economic incentive for

the carrier to operate efficiently or to be responsive to cus-

tomer demands. Such outcomes are hardly in the public interest.

B. Forward-Looking Econo.ic Costs, Not Ellbedded. Costs,
Should Be Used to Determine High Cost Funding.

With the exception of the Sprint local telephone companies

and US West, all of the other major ILECs recommended that the

commission use embedded costs rather than forward-looking eco-

nomic costs to determine high cost universal service funding. 9

ILECs espousing use of embedded costs asserted that the proxy

cost models are speculative and unrealistic and will prevent them

from recovering legitimate costs ("legacy" costs, as described by

Pacific Bell) to which they are constitutionally entitled. As

discussed below, use of embedded costs is economically irrational

and should be rejected.

As sprint and most non-ILEC carriers explained,10 using

forward-looking economic costs -- the cost of providing service

by an efficient carrier -- encourages all carriers to operate

efficiently and provides "correct signals for entry, investment,

and innovation in the long-run" (Joint Board Recommended Deci

sion, !275). In contrast, use of embedded costs allows ILECs to

9 See, e.g., Ameritech, p. 10; Bell Atlantic, p. 12; BellSouth,
p. 6; Nynex, p. 21; Pacific, p. 7; SBC, p. 23; USTA, p. 14; GTE,
p. 25. See also, CBT, p. 10 (the Commission "must adopt a
mechanism that provides for the recovery of prior investment in
the switched network made by incumbent LECs").

10 See, e.g., Sprint, p. 4; AT&T, p. 2; US West, p. 30; Comptel,
p. 10; MCI, p. 2; LCI, p. 7; Worldcom, p. 17; ALTS, p. 6; MFS, p.
20; Ad Hoc, p. 6; Sprint spectrum, p. 4. See also, People of the
State of California, p. 2; PUCO, p. 7; Texas PUC, p. i.
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operate on a business as usual mode, insulating them to a great

extent from competitive pressures and sUbstantially increasing

the size of the high cost fund.

It is true that the proxy models currently under considera

tion can be manipulated by users and thus may not always generate

realistic cost estimates. However, at least in the case of the

Sprint-sponsored BCM2 model, refinements are on-going and Sprint

remains optimistic that the Commission will be able to adopt a

competitively neutral proxy cost model (preferably one which

incorporates the Joint Board's recommended cost model criteria)

which reasonably estimates universal service costs.

It is also true that use of forward-looking economic costs

will mean that some carriers will receive lower universal service

support than they would if embedded costs were used, and that the

combination of universal service support plus revenues from end

users may be less than total embedded costs. However, this is a

risk which firms in a competitive market must face. Firms oper

ating in a competitive market are not and should not be assured

of full cost recovery plus profit; they must earn it. Indeed,

even under cost of service regulation, carriers were not guaran

teed full cost recovery including their authorized rate of

return.

The ILECs' insistence here on full cost recovery is both

economically unsound and ironic. Incumbent LECs cannot on the

one hand insist that they be allowed unfettered access to inter

exchange markets, while insisting on the other hand that their

revenue stream in the local and access markets be protected

10



against all competitive inroads. Their proposals here to assure

full embedded cost recovery should be rejected.

III. SUBSIDIES MUST BE EXPLICIT.

There is no disagreement that the statute requires that uni-

versal service subsidies must be explicit. There is general sup-

port among carriers, for example, for adoption of an end user

surcharge to recover universal service carrier contributions. 11

These parties explained that an explicit line item on end users'

bills is competitively neutral; consistent with section 254(e)

(which requires explicit universal service funding); easy to

administer; and serves as a "sunshine" mechanism (makes the pUb-

lic aware of the costs of universal service and creates pressure

to keep subsidy funds at manageable levels). Because carriers

will recover their contributions to the universal service funds

from their customers in one form or another, the Commission

should prescribe recovery through an end user surcharge as the

fairest and simplest mechanism.

carriers also recognized that local loop costs are most

appropriately recovered from the cost causer (the end user) and

generally recommended that the CCLC be eliminated (in either the

universal service or access reform proceeding) or at least that

subscriber line charges not be decreased as recommended by the

11 See, e.g., Sprint, p. 10; AT&T, p. 8; Comptel, p. 14; LCI, p.
13; Worldcom, p. 40; MFS, p. 12; Bell Atlantic, p. 8; Nynex, p.
23; Pacific, p. 20; SBC, p. 11; USTA, p. 22; US West, p. 45.
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Joint Board. 12 Recovery of non-traffic sensitive loop costs

through usage sensitive interstate access charges is economically

irrational, and the Commission should correct this pricing anom-

aly promptly. And, any increase in subscriber line charges

should be more than offset in aggregate by decreases in inter-

state rates, which should allay fears that increasing subscriber

line charges constitutes an overall rate increase (NASUCA, p. 2).

Sprint and others also urged that the national average reve-

nue benchmark, against which the proxy model cost is to be meas-

ured to determine high cost universal service funding, should

include only basic local service, including subscriber line

charges but excluding discretionary service (e.g., custom calling

features) revenues. 13 Basic local services are the intended

target for universal service support, and thus only basic local

service revenues should be included in the benchmark. Moreover,

while inclusion of discretionary service revenues would reduce

the subsidy amount, such inclusion constitutes an impermissible

implicit sUbsidy of basic service by discretionary services.

IV. TOTAL INTERSTATE AND IHTRASTATE RETAIL REVEMUES SHOULD BE
THE BASIS FOR DETERMINIHG CARRIER CONTRIBUTIONS TO ALL
UNIVERSAL SERVICE FUNDS.

There is general support among carriers that carriers' con-

tributions to the universal service funds should be based upon

12 See, e.g., Sprint, p. 15; AT&T, p. 10; Ad Hoc, p. 22;
Ameritech, p. 16; Pacific, p. 28; US West, p. 21: USTA, p. 19:
GSA" p. 3: Worldcom, p. 36; GTE, p. 40.

13 See, e.g., Sprint, p. 20; MCl, p. 8: Pacific, p. 16; US West,
p. 27: Texas PUC, p. 7; CBT, p. 8.
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14
total interstate and intrastate revenues. There are numerous

reasons for using total revenues, including the fact that serv

ices supported by the universal service funds are intrastate in

nature: that total revenues provide a broader basis on which to

assess a surcharge, resulting in a lower surcharge than would be

required if a smaller revenue base (i.e., interstate-only reve-

nues) were used, and thus a less severe economic impact on demand

for interstate services: that the Act allows use of total reve-

nues as the contribution base: and that, as technologies con-

verge, it will become increasingly difficult to distinguish

between interstate and intrastate revenues.

Despite the seemingly convincing case made for using total

revenues as the contribution base, at least three ILECs -- Bell

Atlantic (p. 3), Nynex (p. 12), and CBT (p. 6) -- and several

state PUCS15 nonetheless recommended that interstate-only reve-

nues be used. This recommendation is not competitively neutral,

is not sanctioned by the Act, and should not be adopted.

As Nynex's own data show, use of interstate-only revenues

places a disproportionate burden on interstate service providers

and subscribers. If interstate retail revenues were used, IXCs

would bear 81% of the multi-billion universal service burden, and

LECs would bear 14% (Nynex Chart 2): if both interstate and

14 See, e.g., Sprint, p. 7: AT&T, p. 5: CompteI , p. 6: MCI, p.
10: ALTS, p. 9: BellSouth, p. 9: Pacific, p. 23: US West, p. 16:
USTA, p. 17: LCI, p. 3: Worldcom, p. 42: GTE, p. 65: Time Warner
Communications, p. 7. See also, Vermont Public Service Board, p.
1.

15 See, e.g., Illinois Commerce Commission, p. 7: Iowa Utilities
Board, p. 5: Missouri PSC, p. 3: New York DPS, p. 2.
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intrastate retail revenues are used, the burden is much more

equitably distributed, with LECs paying 47% and IXCs paying 43%

(Nynex Chart 3). It is difficult to understand how placing a

disproportionate share of the universal service burden on IXCs

can be considered competitively neutral, or how full and fair

local service competition is to develop if major categories of

potential competitors -- IXCs and CAPs -- are forced to bear a

far heavier universal service burden than ILECs, whose revenues

are primarily intrastate. Moreover, since demand for interex

change services is more elastic than demand for basic exchange

service, loading most of the universal service burden on interex

change services will cause a disproportionate decrease in demand

for these services. Consumers as a whole are worse off if the

huge majority of universal service contributions are loaded onto

interexchange services.

Parties espousing use of interstate-only revenues to deter

mine carrier contributions to the universal service funds argued

that because the Commission lacks jurisdiction over intrastate

revenues, any federal universal service mechanism must rely only

upon interstate revenues. Sprint disagrees. As even Nynex

acknowledges (p. 11), Section 254(d) does not specify the method

of carrier contributions; it simply requires that "[e]very tele

communications carrier that provides interstate telecommunica

tions services shall contribute, on an equitable and nondiscrimi

natory basis," to the universal service mechanisms devised by the

Commission. The most that proponents of interstate-only revenues

can reasonably claim here is that the Act is not explicit as to
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the contribution base. Such vagueness can be interpreted in the

other direction (i.e., read as allowing use of total revenues),

and the courts must give deference to an agency's reasonable

interpretation of an unclear statute. 16 Given the public inter-

est benefits associated with using total interstate and intra-

state revenues, and given the Commission's deference and respon-

sibility to interpret its enabling statute in a way that promotes

the pUblic interest, the Commission must adopt a total revenue

contribution base.

The commission should reject Bell Atlantic's argument (p. 7)

that local services should not be taxed lito export revenues to

other states," when local ratepayers "derive no benefit from

sending a portion of their payments to sub~idize services in

other states." This reasoning is contrary to the intent and

spirit of universal service. Individual subscribers may indeed

be worse off by having to pay a portion of universal service

costs; however, the nation as a whole is better off by maximizing

subscribership to basic telephone service.

Finally, retail revenues rather than gross revenues less

payments to other carriers should be used to determine universal

service contributions. Retail revenues do not disadvantage

facilities-based carriers and are thus competitively neutral.

Moreover, assuming that carriers which provide wholesale services

16 See Chevron U.S.A., Inc. v. Natural Resources Defense Council,
467 U.S. 837, 843-45 (1984) (1I ••• if the statute is silent or
ambiguous with respect to the specific issue, the question for
the court is whether the agency's answer is based on a
permissible construction of the statute").
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to other carriers (i.e., access services or resold interexchange

services) are allowed to recover their universal service contri-

butions from all of their customers, the end result for end users

in terms of dollars recovered is the same as if intermediary pay-

ments are netted out. Using retail revenues results in an admin-

istratively simpler mechanism than is a mechanism based upon

gross revenues less payments to other carriers.

V. THE COMMISSION SHOULD CLARIFY WHICH ENTITIES ARE ELIGIBLE TO
RECEIVE UNIVERSAL SERVICE SUPPORT.

Several commenting parties have made recommendations as to

Which entities should receive universal service support payments.

The Commission should clarify that the ILEC will not receive sup-

port for unbundled network elements, since these elements are

already priced in a way that includes a reasonable contribution

to joint and common costs; that the ILEC will receive support

under conditions of pure resale of ILEC facilities: and that

price cap LECs are eligible for high cost support.

A few parties argued to the contrary. MFS, for example,

stated (p. 17) that pure resellers should get universal support

to avoid granting facilities-based carriers a competitive advan-

tage. This proposal should be rejected. Resellers in this

situation are obtaining service out of the wholesale tariff

(retail rates less avoided costs) and are thus already receiving

the benefit of universal service payments inherent in the ILEC's

retail rates. Because pure resellers do not provide any of their

own facilities, no universal service payments are warranted.
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On the other hand, certain ILECs -- Pacific (p. 24), SBC (p.

22) and USTA (p. 24) -- recommended that where the ILEC provides

unbundled elements, the universal service support should be

divided between the ILEC and the CLEC in proportion to the

facilities provided by each carrier. This proposal also should

be rejected. As noted above, since unbundled network elements

are to be priced at cost, no sUbsidy to the ILEC is necessary or

warranted. A qualifying CLEC which uses an ILEC's unbundled ele

ments to offer local service is the end user's service provider

and it pays the cost-based rates. In this situation, the univer

sal service sUbsidy should go to the CLEC.

Time Warner Communications has proposed (p. 12) that high

cost support be withheld from price cap LECs, arguing that such

LECs have had "ample flexibility and earnings opportunities to

permit internal funding of universal service obligations." There

is no basis for denying price cap LECs high cost support, and

this proposal should be rejected. For the most part, LECs' local

service offerings have not been SUbject to price cap regulation:

to the contrary, existing state regulations have in general

required LECs to keep the price of basic local service far below

cost. If local service rates to consumers in high cost areas are

to be kept below cost so that service remains affordable (however

that is defined), the serving LEC is entitled to high cost uni

versal service support.

Moreover, price cap regulation of interstate access charges

has provided some efficiency incentives to SUbject LECs and have

helped to push access rates somewhat closer (although not to)
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economic cost. Because of existing state requirements to keep

basic local service rates low, it is not true that price cap LECs

made up for decreases in interstate access charges through

increases in local service rates. Thus, it is not the case that

price cap LECs have been able to fund universal service obliga

tions internally.

VI. CONCLUSION.

The Commission must adopt a plan which will result in tar

geted, reasonably sized, and competitively neutral universal

service funds. Proposals which are inimical to a competitive

marketplace, including us West's plan for up-front universal

service payments and the proposal of several ILECs to use embed

ded rather than forward-looking economic costs, should be

rejected. The plan adopted by the Commission must also make all

universal service subsidies explicit, and must make clear which

entities are eligible for universal service support.
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